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In his contribution to this conference, Robert Baldwin has provided an excellent overview of the wide range of contributions by Jagdish Bhagwati to the theory of commercial policy and the welfare effects of growth.  In turn, Elias Dinopoulos has provided a more detailed treatment of the hugely influential idea of immiserizing growth.
Rather than repeat what Bob and Elias have already said, let me begin by noting that in so far as commercial policy is concerned, the theoretical writings of Jagdish can be divided into thee distinct phases.  
In the first phase, which spanned the 1960s and 1970s, Jagdish focused on first-best optimal policies assuming a benevolent but all-powerful national government maximizing the welfare of its citizenry within the small or large-country context. Jagdish also systematically developed the analysis of second-best (and third-best) policies, establishing a tradition of examination of rank ordering of policy interventions, in the presence of different types of market failures that has become standard in the theory of commercial policy. Apart from a number of pioneering contributions about which I will have more to say shortly, Jagdish also pioneered the tradition of specialized field journals during this phase, launching the Journal of International Economics in 1971.  
In the second phase, which began in the early 1980s with the publication of the volume Import Competition and Response in 1982, Jagdish moved away from the benevolent, all-powerful government imposing the policies from outside to one that had either its own objective function that differed from social welfare or was susceptible to lobbying by self-interested private agents.  This moved the literature into the realm of political economy of trade policy on which we will have a separate session later in the conference under the chairmanship of Steve Magee, who happens to be the first Ph.D. student of Jagdish.  As is characteristic of Jagdish, he quickly recognized that this was a field in need of rapid development and therefore went on to launch a new journal, Economics and Politics, devoted exclusively to the discipline of endogenous policy formulation.  By this time, he had passed on the control of the JIE de facto to younger scholars.  
In the third phase, which is the 1990s onwards, Jagdish moved into issues arising out of preferential trading and how it interacted with non-discriminatory liberalization via unilateral or multilateral routes.  Again, we have a separate session coming up on this subject.
In the remainder of my presentation in this session, I want to focus on the contributions Jagdish made in the first phase of his career.  Since Bob has already given an excellent overview, and since I cannot hope to cover today Jagdish’s numerous contributions in their entirety as he has written on virtually all aspects of the theory of commercial policy and dominated the developments in the field for several decades in the postwar era, I will concentrate on just three of his most influential contributions. These three contributions are: the classic 1963 paper on the theory of domestic distortions with the brilliant theorist V.K. Ramaswami who passed away at a rather young age, the influential 1965 paper on the tariff-quota equivalence and the well-known 1969 paper on optimal interventions in the presence of non-economic objectives co-authored with T.N. Srinivasan, Jagdish’s long time friend and collaborator whose presence at this conference is very much missed.  The first two of these contributions were entirely original while the third one is an excellent example of the power of synthesis and unification that runs through many of Jagdish’s writings.
I
	The Bhagwati and Ramaswami paper enjoys the same central position in the literature in the postwar theory of commercial policy as the lemons paper by George Akerloff does in the modern literature on the theory of asymmetric information.  Harry Johnson who once taught Jagdish and was himself an influential contributor to the theory of commercial policy in the presence of domestic distortions was quick to recognize the central importance of this paper.  In an important follow-up paper (Johnson 1965), he described the contribution of Bhagwati and Ramaswami in these words:
"The organization of the argument around the two central propositions of the paper is, however, derived from discussions with Jagdish Bhagwati, and particularly from his brilliant joint article with V. K. Ramaswami...To these two authors belongs the credit for reducing a mass of ad hoc arguments concerning tariffs to a simple application of second-best welfare theory.  The present paper extends their analysis to some arguments not considered by them, elaborates more fully on the infant industry argument, and adds to their results two propositions about non-economic arguments for protection."
	To appreciate fully the importance of the Bhagwati and Ramaswami paper, one must begin with some background on the state of the play at the time.  One of the most influential contributions to the gains-from-trade problem in the 1950s had been a paper by Gottfried Haberler (1950).  At the time Haberler wrote, there had been much confusion about the role played by free inter-sectoral mobility of factors and factor-price flexibility in the gains-from-trade result proved by Paul Samuelson (1939).​[1]​  Relying on the two-good, small-country model and using the construct of production possibilities curve, Haberler demonstrated that the case for free trade did not rest on the assumption of complete inter-sectoral mobility of factors though the alternative assumption of rigidity of factor prices, which can give rise to unemployment, can undermine the gains-from-trade proposition.  He also considered the case of external economies in which the tangency between the price line and the production possibilities curve breaks down and demonstrated that this could lead to free trade being inferior to autarky.  The clear implication was that, in these cases, the case for free trade was compromised.
	Hagen (1958) addressed the issue of second-best intervention by formalizing within the two-good, two-factor, small-country model the much-discussed wage-differential (Manoilescu) argument for protection.  He demonstrated that a constant ad valorem wage differential between the two sectors causes the economy to operate on an inferior production curve and the tangency between it and the price line to break down.  He went on to use this construction to present a case in which free trade was inferior to autarky and concluded that protection that eliminated trade could improve welfare.  He also noted, however, that a wage subsidy could be used to eliminate the divergence and move the economy, under free trade, to the most preferred equilibrium.
	Against this background, Bhagwati and Ramaswami (1963) advanced three key ideas.  First, they demonstrated that national welfare maximization required that for each pair of goods, the domestic rate of substitution (DRS) and domestic rate of transformation (DRT) be equated to foreign rate of transformation (FRT).​[2]​  This equality, DRS = DRT = FRT, was an important innovation which subsequently became a powerful unifying principle for the welfare ranking of policies in an open economy in the presence of domestic distortions and, symmetrically, in the implementation of non-economic objectives [see Bhagwati (1971)].  
	The second and indeed the central contribution of Bhagwati and Ramaswami was to show that in the small, open economy context, the case for the optimality of free trade was restored once an appropriate policy was adopted to neutralize the existing domestic distortion.  In the Haberler case, based on the existence of external economies, the initial situation is characterized by FRT = DRS  DRT.  An appropriate output subsidy eliminates the distortion, yielding FRT = DRS = DRT.  The point was further illustrated with the help of Figure 1 (Figure 1c in Bhagwati and Ramaswami) whereby an output subsidy moved production from P to P’ and consumption from F to F’.
Figure 1: Externality and he Optimal Policy
	As in the Haberler case of external economies, in the Hagen (1958) case of inter-sectoral wage differential, the distortion took the form of FRT = DRS  DRT.  But here, the output subsidy was insufficient to deliver the optimal outcome.  Figure 2 (Figure 2c in Bhagwati and Ramaswami) illustrates why.  In a two-factor model, a wage differential causes the Pareto efficiency condition in production to breakdown with the result that the production curve lies inside the true production possibilities frontier.  In terms of Figure 2, in the absence of the distortion, the frontier is AQB but in its presence it is APB.  An output subsidy moves the economy along APB and, thus, prevents the equalization of FRT and DRS to the "social" DRT, which lies along AQB.  A wage subsidy that eliminates the existing distortion pushes the economy to the socially optimal frontier AQB and, under free trade, leads to the attainment of the full optimum.
Figure 2: Wage differential and the Optimal Policy
	Finally, Bhagwati and Ramaswami introduce the idea of policy ranking.  Previous authors had limited themselves to only tariffs as the second-best policy instrument.  In the context of the wage-distortion model, Bhagwati and Ramaswami distinguished three instruments: wage subsidy, output subsidy and tariffs and ranked them according to their ability to improve welfare.  Referring to Figure 2, they stated,
	"Note that in contrast to the case of external economies, the optimum tax-cum-subsidy on domestic production, while superior to protection or trade subsidy, does not yield the optimum optimorum in the wage differential case.  The reason is straightforward.  The wage differential causes not merely a domestic distortion but also a restriction of the production possibility curve.  A tax-cum-subsidy on domestic production measure will, therefore, merely eliminate the domestic distortion but not restore the economy to the Paretian production possibility curve (AQB).  It will thus achieve the equality of FRT and DRS with DRT along the restricted production possibility curve (APB) and hence constitute the optimal solution when the wage differential cannot be directly eliminated.  Where, however, a direct attack on the wage differential is permitted, the full optimal, 'first-best' solution can be achieved by a policy of tax-cum-subsidy on factor use." (238)
	The unification of the theory of distortions in Bhagwati (1971) demonstrates the richness of the literature that the Bhagwati and Ramaswami (1963) paper spawned in less than a decade.​[3]​  Indeed, the decades of 1960s and 1970s, in particular, would see virtually every trade theorist of distinction exploring the theme of market distortions in alternative forms and the rank-ordering of policy interventions in response to them. Several factor market distortions were examined in depth: sticky wages (Brecher), wage differentials (Calvo, Magee and Srinivasan), sectoral minimum wages (Harris-Todaro), monopsony (Feenstra) and factor-market-related externalities (Kemp). In all cases, Jagdish’s fundamental theoretical framework from the 1963 article would immediately illuminate the nature of commercial policy intervention that we should embrace. Indeed, one cannot emphasize enough how Jagdish’s work has transformed the way we now look at the theory of commercial policy.​[4]​ 
II
In the meantime, however, Jagdish had gone on to open another important area of research via his “Tariffs versus Quotas” paper published in 1965 in the Haberler festschrift (Bhagwati 1965).  Here he started with the “equivalence” proposition: as precisely formulated by him, it states that, if all markets were competitive, an import quota set at the level generated by a tariff will identically reproduce the equilibrium characterized by that tariff.  He then proceeded to show that if domestic production is characterized by monopoly, a quota so set would fail to reproduce the tariff equilibrium it was replacing.  In particular, a set at the same level as the quantity of imports under the tariff would result in a higher domestic price of the product.
  Jagdish then went on to explore the implications of monopoly power on the part of the license holder showing that a monopoly license holder might choose to leave some of the quota unused thereby increasing the quota rent and domestic price beyond what would obtain under a tariff that brings imports equal to the level of the quota licenses issued (which is more than the actual imports affected by the monopoly holder of the quota).
This paper spawned a vast body of literature. I might add on a personal note that, in my 1982 paper in the IER, (Panagariya 1982), I used a two-sector general-equilibrium model to analyze the optimum tariff problem in an environment in which domestic production of the import-competing good was monopolized.  I demonstrated that in this setting the optimal tariff may turn out to be negative—that is to say, the optimal policy might be an import or export subsidy (by virtue of the Lerner symmetry theorem).  Though this paper went largely unnoticed, it had actually provided a case of export subsidy in the presence of imperfect competition in parallel with Brander and Spencer (1985).  In a companion paper (Panagariya 1981), in the spirit of the tariffs versus quota literature, I analyzed the same problem with import quotas as the policy instrument.  In this case, I found that the optimal quota policy was to always restrict imports further.
	Some of my more recent work, most notably Krishna and Panagariya (2000), was also influenced greatly by the “tariff versus quota” problem analyzed by Jagdish.  In this latter paper, we addressed the following problem.  When exogenously given price interventions such as tariffs distort the first-best equilibrium, we can improve upon the outcome by introducing interventions in other markets.  But when quotas distort the first-best equilibrium (with the associated quota rents fully internalized rather than partially or wholly destroyed due to resource-using rent-seeking activities or sharing with trading partners), additional interventions make matters only worse.  Using a very general model, we explained why this difference arises under the two types of policy interventions and very much in the Bhagwati style unified a large body of diverse literature.

	Two things should be noted. First, as Helpman and Krugman (1989) generously but correctly note, this paper offered the very first formal analysis of trade policy under imperfectly competitive market structure. It therefore ranks among Jagdish’s major contributions to the theory of commercial policy. 
Second, it exposed the folly of converting import premiums data into implicit tariffs and interpreting them as tariff equivalents, as was the universal custom at the time in the World Bank analyses and in other policy research. It therefore had major policy relevance. In fact, Jagdish’s paper had been inspired, as have many of his important theoretical innovations, by precisely his skepticism reflecting his familiarity with the Indian situation of import quotas. 

III
	In the final contribution by Jagdish that I want to discuss, he and T.N. Srinivasan (Bhagwati and Srinivasan 1969) gave a unified treatment of the optimal policy choices when the government is interested in maximizing welfare but is constrained by an exogenously specified objective.  Specific examples of this problem had been considered earlier in the works of Corden (1957) and Johnson (1964).  But Bhagwati and Srinivasan offered a synthesis, unification and generalization of the problem within a neat theoretical framework that other researchers could then use.  
They considered three non-economic objectives: value (at world prices) of imports of a subset of goods; value of outputs of a subset of goods; and value of consumption of a subset of goods.  The key insight that came out was that the first-best instruments for the three objectives were tariff, output subsidy and consumption tax, respectively; that the optimal intervention was uniform across the sectors included in the non-economic objectives; and that if the first-best instrument was chosen, you did not need to intervene in sectors outside of the non-economic objective.  
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^1	      See Irwin (1996, chapter 10) for an excellent summary.
^2	      Bhagwati and Ramaswami assumed an interior solution.
^3	  Max Corden (1996), in a puzzling paper, has questioned the originality of the Bhagwati and Ramaswami paper and also the importance of the late Kelvin Lancaster’s remarkable work on the theory of second-best, arguing that the ideas therein already existed in James Meade’s Trade and Welfare.  To quote him, “the numerous later articles by various people containing supposedly new ideas, or even new wrinkles on old ideas, seemed obvious to me.”  Corden further asserts that having read Trade and Welfare, “I knew it all, and at first I found it difficult to see why the trumpets were blowing.”  In Panagariya (2000), I systematically examine the relevant literature and demonstrate that Corden’s critique is misplaced and that the Bhagwati-Ramaswami contribution is indeed a classic and correctly regarded to be so by virtually all trade economists. 
^4	  This is seen also in Srinivasan (1996) where he shows how Jagdish’s theoretical framework from the 1960s illuminates the developments also in the 1980s and 1990s.
